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Summary

In its Payphone Orders, the Federal Communications Commission adopted the deregulated local
coin rate of $.35 as a "market-based" surrogate for the payphone costs of 800 subscriber and access
code calls. The Commission's decision to adopt a market-rate was predicated on its belief that IXCs
have leverage to negotiate lower per-call compensation amounts because of their ability to block 800
subscriber calls from payphones.

Events subsequent to the Commission's Payphone Orders have demonstrated that it cannot rely
on a market rate under a carrier-pays system. First, the Illinois Court has made it clear that the
Commission must take into account the differences in costs between local coin calls and 800 subscriber
and access code calls. Second, the LEC Whitepaper, filed with the Commission on June 16, 1997,
demonstrates that it is not possible at this time for IXCs, and thus for subscribers to the IXC's 800
service, to block calls on a per-call or per-subscriber basis. However, the only way to exert leverage
on the PSPs to keep rates in check is if the subscriber to the 800 service, the party ultimately paying
for the call, has the information available to it necessary to make an informed choice of whether to
accept or reject a call, and the technological and economic capability to block calls it chooses to reject.

The LEC Whitepaper indicates that the two pieces of data that are necessary, at a minimum, to
block calls on a per-call or per-subscriber basis «(i) the two-digit code designating the call as one
originating from a payphone, and (ii) the prices charged by the PSP on a real-time basis) cannot be
made available to the IXCs, at least not at an economically feasible cost. Moreover, even if one
assumes, arguendo, that such data were available, IXCs do not have the economic incentive to block
800 subscriber and access code calls, call which generate revenues for the IXCs.

In light of the fact that (i) the party paying for the call -- in this case, the 800 subscriber -- does
not have the information necessary, nor the technology available, to block calls on a per-call or per­
subscriber basis, and (ii) that per-call and per-subscriber blocking was the basis for the FCC's decision
to adopt a market rate as an appropriate surrogate for 800 subscriber and access code calls, the FCC's
rationale and justification no longer works. The only conclusion that can ultimately be drawn is that
a market approach under a carrier-pays regime is illusory.

The only true market-based surrogate for 800 subscriber and access code calls is a calling-party­
pays mechanism. This is the only approach that ensures that the payment obligation is placed upon the
person who chooses to incur the costs. This, in tum, is the only manner in which to effectuate a true
market rate.

Under a carrier-pays mechanism, the party placing the call is indifferent to the rate and,
therefore, will place the call regardless of the rate. Under the carrier-pays approach, there is no
incentive for the PSP to lower its rates. On the other hand, under a calling-party-pays approach, the
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calling party has the economic incentives and the ability to choose PSPs with the most competitive rates.
This puts market pressure on the PSPs to charge competitive rates.

While the Commission previously rejected a calling-party-pays approach, PageNet requests that
the Commission reexamine the issue in light of new information regarding blocking technology and what
cannot be done. If the Commission determines that it will utilize a market-based approach, calling­
party-pays is the only payphone compensation mechanism that is an appropriate surrogate for 800
subscriber and access code calls.

If the Commission determines to retain the carrier-pays approach, it has no alternative but to use
a cost-based rate. In this case, the costs of originating 800 subscriber and access code calls must be
based on the costs of origination of those specific call types, not on either the costs or the rate of a local
call. This is because, as has been recognized by the Illinois Court, the costs of local coin calls and the
costs of 800 subscriber and access code calls are different.

The Commission should use an incremental cost standard, relying only on those specific
additional elements that are necessary to place 800 subscriber and access code calls. Alternatively, the
Commission could use the direct costs connected to the portion of the payphones associated with these
types of calls.

Finally, the burden is on the PSPs to prove-up the costs associated with coinless calls.
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Before the
FEDERAL COMMUNICATIONS COMMISSION

Washington, D.C. 20554

In the Matter of

Implementation of the Pay Telephone
Reclassification and Compensation
Provisions of the Telecommunications
Act of 1996

)
)
) CC Docket No. 96-128
)
)
)

COMMENTS OF PAGING NETWORK, INC.

Paging Network, Inc. ("PageNet"), by its attorneys, hereby submits its Comments in

response to the Common Carrier Bureau's Public Notice! in the above captioned proceeding.

As set forth below, on remand, the Federal Communications Commission ("FCC" or

"Commission") should establish compensation to payphone providers for 800 subscriber and

access code calls at no more than the payphone provider's costs of providing the coinless

capability for those additional calls. Under no circumstances should the Commission use a

market rate, whether as a starting point in compensation development or as an end point, unless

it relies on "calling party pays" as the compensation mechanism.

I. INTRODUCTION

In the Commission's Payphone Orders,2 the Commission adopted what it perceived to

be a reasonable surrogate for 800 subscriber and access code calls originated from payphones.

! Public Notice, Pleading Cycle Established for Comment on Remand Issues in the
Payphone Proceeding, DA 97-1673 (reI. August 5, 1997).

2 Implementation of the Pay Telephone Reclassification and Compensation Provisions of
the Telecommunications Act of1996, CC Docket No. 96-128, Report and Order, 11 FCC
Rcd 20541 (1996) ("Payphone Report and Order"); Order on Reconsideration, 11 FCC
Rcd 21233 (1996) ("Reconsideration Order") (both orders together "Payphone Orders").



The Commission chose as a surrogate the $.35 charged by certain deregulated payphone service

providers for a local coin call, stating its belief that "deregulated local coin rates are the best

available surrogates for payphone costs ... ". Payphone Order at 70. The Commission's reliance

on a market rate surrogate, rather than actual costs, was predicated, as it said time and time

again, on its calculation that the payphone provider "will be providing a competitive service

(payphone use) and should therefore receive compensation equal to the market-determined rate

for prov[id]ing this service. "3 Reconsideration Order at , 68. Furthermore, according to the

Commission, the marketplace will ensure that payphone service providers ("PSPs") are not

overcompensated because "[c]arriers [interexchange carriers or "IXCs"] have significant leverage

within the marketplace to negotiate for lower per-call compensation amounts, regardless of the

local coin rate at particular payphones, and to block 800 subscriber calls from payphones when

the associated compensation amounts are not agreeable to the [IXC] carrier."4 Reconsideration

Order, at , 66.

Events subsequent to the Commission's Payphone Orders have demonstrated that the

Commission cannot reasonably rely on the $.35 market rate it selected, nor can it rely on any

other sort of market rate under the carrier-pays system. In the first instance, as the Commission

3 In so doing, it did not indicate that reliance on "costs" was an inappropriate standard, but
rather implicitly that market rates, and costs, are generally the same in the context of a
truly competitive market. Furthermore, according to the Commission, lithe costs of
originating the various types of payphone calls are similar. II Payphone Report and
Order, at , 70.

4 PageNet uses "IXC" here as a shorthand. Obviously, all carriers handling 800 subscriber
and access code calls should pay compensation, whether such carrier is a traditional local
exchange carrier ("LEC") or traditional IXC.
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recognizes, the Illinoi; court has made clear that the Commission must take into account the

cost difference between the provision by a payphone provider of local coin service, and the

provision by a payphone provider or service originating coinless, 800 subscriber calls.

Moreover, statements by the payphone service providers themselves in the LEC Whitepaper,6

make clear that the Commission's assumptions are inaccurate. The LEC Whitepaper

demonstrates that the ability of IXCs to block specific calls, and thus of subscribers to the 800

service to block specific calls, based on the rate to be charged by the payphone service provider,

is not possible. 7 Clearly, the inability of individual 800 service subscribers to choose whether

to accept or reject specific calls destroys any hope the FCC might have had that a competitive

market, and thus a marketplace rate, could reasonably be used to compensate payphone service

providers for 800 subscriber calls under the Commission's "carrier pays" approach. The FCC

has no alternative but to use a cost-based rate so long as it relies on a "carrier pays" system.

Alternatively, it can adopt the calling party pays method of compensation.

5 Illinois Public Telecommunications Ass'n v. FCC, D.C. Circuit Nos. 96-1394 et al. (July
1, 1997) ("Illinois").

6 See Whitepaper on the Provision of ANI Coding Digits, LEC ANI Coalition, June 16,
1997 ("LEe Whitepaper") (attached hereto as Exhibit A).

7 The Commission must distinguish between blocking and tracking. It is clear that no
database or other mechanism exists to allow PageNet to block, or otherwise disallow,
subscriber 800 calls which PageNet or PageNet's own subscribers believe are priced too
high. In any case, the Commission's Order leaves this choice with the IXC, not with the
subscriber to the 800 service.
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II. THE INABILITY OF CARRIERS, AND ULTIMATELY OF 800
SUBSCRIBERS, TO BLOCK ON A PER-CALL OR PER SUBSCRIBER
BASIS MAKES A TRUE MARKET RATE FOR COINLESS CALLS
IMPOSSmLE UNDER A "CARRIER-PAYS" REGIME

The FCC's decision to utilize a market-rate to compensate PSPs for 800 subscriber calls

was predicated on the idea that an IXC could block calls from payphones that charged rates that

the IXC considered to be too high. In this manner, the IXC could exert leverage on the PSP

to lower rates. The FCC explained:

The marketplace will ensure, over time, that PSPs are not overcompensated.
Carriers [IXCs] have significant leverage within the marketplace to negotiate for
lower per-call compensation amounts, regardless of the local coin rate at
particular pay phones, and to block 800 subscriber calls from payphones when the
associated compensation amounts are not agreeable to the [IXC] carrier. 8

The Commission assumed that this blocking could occur on a per-call or per-subscriber basis. 9

However, as PageNet explains below, the ILECs own statements refute this assumption and

demonstrate that the Commission's reliance on blocking as a mechanism to effectuate a market

rate is misplaced. This is so, given all the surrounding circumstances, including the technical

and economic impediments to an IXC with respect to blocking.

Clearly, the presence of real blocking capability was a cornerstone of the Commission's

compensation decision and its reliance on a caller pays methodology. But, blocking can work

8 Order on Reconsideration at ~ 66.

9 See Payphone Report and Order at ~ 17 ("If charges are not passed on in this manner,
the calledparty's incentives for accepting or declining a particular call will be distorted.
IXCs also have the option of blocking subscriber 800 calls from payphones, if they do
not want to pay the per-call compensation charge. "); [d. at ~ 55 ("We conclude that 800
subscribers that are concerned that callers will not be able to reach them from payphones
should contact their carriers and negotiate contract tenns that will ensure that the 800
subscribers are able to receive such calls. ").
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to exert leverage on the PSPs to keep rates in check only if the party ultimately paying for the

call has information available to it necessary to make an informed choice of whether to accept

or reject a call, and the technological and economic capability to block calls it chooses to reject.

The FCC, itself, recognized in its Payphone Report and Order:

[Flor competitive markets to work properly, it is essential that
consumers have full information concerning the choices available
to them. Information on prices for payphone service is of primary
importance. . . .[Clonsumers, [including subscribers to 800
servicel need to be informed of the charges they will face. 10

First, PageNet believes it important to distinguish between blocking on a per-payphone

basis, and blocking on a per-call and per-subscriber basis. If the IXC can block on a per-

payphone basis, the IXC can accept calls from one payphone but reject calls from another

payphone. However, for a true market rate to develop, the IXC must be willing and able to

block calls originating from payphones on a per-call or per subscriber basis so that the 800

subscriber can choose. 11 Blocking on a per-call basis means that the IXC, and thus the

10 Payphone Report and Order at 1 16.

11 The Commission next explained the importance to a competitive market of the
relationship between (i) the called party's incurring of the costs of payphone
compensation, and (ii) that party's ability to accept or reject a call on a per-call basis:

Once it is possible to track subscriber 800 calls, a competitive
market may pass these costs along in the same manner as they are
incurred - on a per-call basis - to the called customer. If charges
are not passed on in this manner, the called party's incentives for
accepting or declining a particular call will be distorted.

Of course, the party chosen by the FCC to pay the per-call compensation rate to PSPs
in the first instance, is not the called party and is not the party ultimately paying for the
call. The cost is being passed on by the IXC to the subscriber to the 800 service. Yet
the called party, i. e., the 800 subscriber, has neither the information regarding the
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subscriber, can accept certain calls from a particular payphone, but reject others. Blocking on

a per-subscriber basis means that the IXC can accept calls from a particular payphone for one

800 subscriber, but reject calls from that same payphone for another 800 subscriber. In this

manner, 800 subscribers (the called party). can choose to reject calls based on the price charged

for the customer premises equipment ("CPE") by the payphone provider. 12 In tum, this ability

to reject calls allows the 800 subscriber to influence the market rate by incenting the PSP to

lower rates.

In order for the IXC, on behalf of its subscribers, to block calls on a per-call or per-

subscriber basis, at least two pieces of data are necessary. First, the IXC needs to receive from

the ILEC, on a real-time basis, the two digit code designating the call as one originating from

a payphone. 13 Second, the IXC would need to receive from the ILEC the price charged by the

payphone rate available to it on a real time basis, nor the ability to accept or reject the
call. The 800 subscriber also does not have information regarding who or where the call
is coming from.

12 The cost of the 800 call, which is typically shorter in duration than other long distance
calls (see APCC Reply Comments, filed July 15, 1996, at 28), probably does not exceed
$.05 (this is particularly true in the paging context). Therefore, the price set by the
Commission in the Payphone Orders for the use of the payphone provider's CPE exceeds
the cost of the call itself. There is no other circumstance that PageNet is aware of where
the called party is required to pay for any of the costs of the CPE for the calling party.

13 The code needs to be one specifically designating the call as one originating from a
payphone, and not as one originating from a restricted line. For example, an "07" code
identifies restricted lines, including not only payphones, but prison payphones and
hospital phones, among others. See LEC Whitepaper at 3. Because the "07" code is
overbroad, it is not sufficient for purposes of blocking.
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PSP on a real-time basis. 14 It could then separate out calls with codes indicating that they

originated from payphones, and compare the ANI to the compensation database. Only if both

items of information could be made available to the IXC, would it then be possible for the IXC

to block calls on a per-call or per-subscriber basis.

However, according the LEC ANI Coalition, 15 this data cannot be made available to

the IXCs, at least at an economically feasible cost. For example, the LEC Whitepaper states that

"[t]o deploy FLEX ANI ubiquitously throughout the nation ... would cost hundreds of millions

of dollars. "16 In addition, because FLEX ANI is provisioned on a CIC/end-office basis, "it

is not possible to give ... FLEX ANI for payphone calls alone. "17 In other words, if FLEX

ANI were to be provided at no cost to IXCs for purposes of blocking, the IXCs would be

required to receive FLEX ANI for purposes of identifying all types of phone calls. The same

problem applies to giving access to the LIDB/OLNS database for purposes of identifying

payphone calls. Such access cannot be limited to payphone calls alone. 18

14 For this to work, there needs to be just one database of rates, kept absolutely current,
and access to that database has to be free to the IXCs. The payphone providers must
absorb that cost.

15 The LEC ANI Coalition was formed by a number of LECs, including Southern New
England Telephone Co., Ameritech, Bell Atlantic, BellSouth, GTE, NYNEX, Pacific
Bell, Southwestern Bell Telephone Co., and US West.

16 LEC Whitepaper at 8. "FLEX ANI" and "LIDB/OLNS" are systems that provide
detailed information about the originating line.

17 [d. at 7.

18 [d.
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It also appears from the LEe Whitepaper that real-time price data is also not available

to IXCs: "[N]either LIDB/OLNS nor FLEX ANI. . provides the price charged by the PSPs.

[An IXC] would have to establish its own database, using the ANIs provided by LECs and

pricing information gleaned from the PSPs. "19 PageNet is not aware of any IXC that is

creating such a database and, furthermore, believes that it would be extremely costly to do so.

However, even if one assumes, arguendo, that the necessary codes could be passed to

the IXC, the IXC could, at a reasonable cost, create a database of rates for PSPs throughout the

country, and that the IXC thus had the ability to block calls on a per-call or per-subscriber basis,

this does not mean that the IXC has the incentive to do so. Because these calls generate revenue

for the IXC, it is in the economic interest of the IXCs to let 800 subscriber and access code calls

through. This seems to be supported by the fact that AT&T is quoted as having stated that it

is not going to develop call blocking technology. 20

Again, this goes back to the issue of the development of a competitive market. It is not

the IXC that is the ultimate paying party; the IXC is passing on these costs to its 800

subscribers. It is, therefore, not the IXC that has the incentive to police payphone prices and

19 Id. See also, Joint Brief of Interexchange Carriers, Illinois Public Telecommunications
Ass'n. v. FCC, No. 96-1394 and consolidated cases (February 14, 1997) ("[I]n most
cases carriers, including AT&T, cannot recognize in real time that a call is being placed
from a 'high priced' payphone, which is necessary for a carrier to implement blocking
procedures. ").

20 LEC Whitepaper at 7 (citing AT&T Ex Parte at 3 n.5 (AT&T is not developing
technology that would allow it "to block calls from specific payphones based upon the
compensation that will be due for the use of such phones. ").
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to exert pressure on PSPs to lower rates. 21 The only possibility for a truly competitive market

rate to develop is for the party paying the payphone compensation, in this case the 800

subscriber, to receive information regarding PSP rates on a real-time basis and to have the

ability to block the call. Unfortunately, the information currently available (from the IXCs and

the LECs), leads to the inexorable conclusion that this is not possible.

In light of the fact that per-call and per-subscriber blocking was the basis for the FCC's

decision in the underlying proceedings that a market rate was an appropriate surrogate for 800

subscriber and access code calls, the FCC's rationale and justification have been shown to be

erroneous. It is essential that the FCC now step back and review this contradiction in rationale

and result. The only conclusion that can be ultimately drawn is that a "market approach" under

a carrier-pays regime is illusory.

III. CALLING-PARTY-PAYS IS THE ONLY TRUE SURROGATE
FOR A MARKET-BASED APPROACH TO PAYPHONE COMPENSATION.

The only true market-based surrogate for 800 subscriber and access code calls is a

calling-party-pays mechanism. PageNet supported this approach in its initial Comments in this

proceeding, See PageNet Comments at 11-20 (July 1, 1996), and it continues to believe that this

approach is the only one that can ensure that the payment obligation is placed upon the person

21 It is unrealistic to assume that the 800 subscriber can negotiate with an IXC to block or
not to block payphone calls. First, as noted above, it is not feasible to block calls on a
per-subscriber basis. The IXC can therefore not meet the blocking requests of all of its
subscribers. The only option left to the 800 subscriber is to accept whatever the IXC
chooses to do with respect to blocking payphone calls, or to change carriers. This is a
drastic proposition for an 800 subscriber that has numerous accounts with a particular
carrier. More importantly, the 800 subscriber may be contractually bound.
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who chooses to incur the costs. This, in tum. is the only manner to effectuate a true market

rate.

A calling-party-pays mechanism for payphone compensation. as opposed to a carrier-pays

mechanism, economically incents the person who has the ability to choose the lowest cost

service. Under the carrier-pays mechanism. the party placing the call is indifferent to the rate

being charged by the payphone provider to the IXC, and ultimately to the called party. 22 The

calling party will therefore place the call without any regard to the rate being charged. Under

this approach there is thus no incentive for the PSP to lower its rates. This holds especially true

in light of the fact that IXCs cannot, and apparently will not, block calls on a per-call or per-

subscriber basis. 23 While it is the called party that bears the burden of payphone compensation

under a carrier-pays regime. the called party is not able to exert market influence on the PSPs

to lower their rates. This is so because: (i) the called party has no basis for knowing the rate

being charged by individual PSPs, and (ii) the called party has no ability to expressly accept or

reject the call on a per-call basis. Under this structure, a true market-based surrogate for 800

subscriber and access code calls is impossible.

On the other hand, a calling-party-pays approach creates the appropriate economic

incentives for the calling party to choose the PSP with the most competitive rates. The fact that

the calling party has this choice puts pressure on the PSPs to charge competitive rates. or to risk

22 Moreover, the calling party might not even be aware of the amount of the charge to the
calling party. or the fact that such a charge even exists.

23 As discussed above, while the IXC may be able to block calls from a particular
payphone, it does not have the same incentive to do so as does the party that ultimately
pays for the 800 subscriber calls. See Section II. supra.
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losing callers to PSPs with lower rates (assuming the absence of locational monopolies or other

factors creating a marketplace distortion). In other words, if the rate is too high, consumers will

place fewer calls from those phones, thereby influencing the PSP to lower its rates. In turn, the

public benefits from this market pressure in the form of lower prices and better services. This

is the appropriate result in an efficient and competitive market, one in which the costs are being

borne by the cost causer. 24

Any mechanism other than calling-party-pays will create a situation which will jeopardize

the existence of a ubiquitous network. Under a carrier-pays scenario, pursuant to which calls

from payphones may be blocked by IXCs, the calling party may not be able to place a call.

Imagine for a moment a situation in which the calling party's call will not go through, he or she

does not understand why, and they cannot locate another nearby payphone from which to place

his or her call (or another phone can be located but the call is also blocked from that payphone).

The result will be consumer agitation and confusion. 25 In addition, the substantial negative

impact on businesses that subscribe to 800 service will call into question the usefulness of that

service. The result is a degradation of the network that can only be avoided by implementation

24 In addition, and as PageNet discussed in the earlier proceedings, the calling-party-pays
mechanism is the least burdensome. It simply requires that the caller deposit a coin in
order to place an 800 call. Its easy implementation eliminates the need for tracking, and
thus removes this costly burden to the IXCs. This burden is even greater now due to the
Illinois Court's decision to include within the payment obligation both LECs and small
IXCs. A calling-party-pays mechanism would also eliminate the burden of providing
data lists of ANI and related information, and the possibility of disputes regarding
billing. Finally, it eliminates the burden on paging companies (and other 800
subscribers), whose members cannot track calls.

25 The inconvenience to the calling party is far greater than is any inconvenience that
results from requiring a coin deposit.
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of a calling-party-pays system. Calling-party-pays is the only way that a calling party can go

to a phone and not face the possibility that they will not be able to place the call.

While the Commission previously rejected a calling-party-pays approach, PageNet

requests that the Commission reexamine the issue in light of new information regarding blocking

technology and what cannot be done. See LEe Whitepaper, supra at Section II. If the

Commission determines that it will utilize a market-based approach, it is clear that the caller-

pays mechanism is the only payphone compensation scheme that is an appropriate surrogate for

800 subscriber and access code calls.

IV. THE COMMISSION SHOULD ESTABLISH A REASONABLE
COST BASED COMPENSATION AMOUNT FOR 800 SUBSCRIBER
CALLS IF IT DOES NOT RELY ON CALLER PAYS.

In response to the Illinois court's firm rejection of the local coin rate as the appropriate

surrogate for the costs of 800 access and subscriber calls, the Commission now seeks specific

comment on the differences in costs to the PSP of originating 800 subscriber and access code

calls, on the one hand, and local calls, on the other. It further requests comment on whether

the local coin rate, e. g. a market rate for local coin calls, subject to an offset for expenses

unique to those calls, is an appropriate compensation rate for calls not compensated pursuant to

contract arrangement, such as 800 subscriber and 800 access code calls. Public Notice at 3.

Both of these questions assume a continued direct relationship between the local coin call rates

and the costs to a payphone provider of originating an 800 subscriber or access code call.

However, there is no direct relationship.
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The costs of originating 800 subscriber and access code calls must be based on the costs

of origination of those specific call types, not on either the costs or the rate of a local coin call.

The only questions appropriate to a determination of the level of compensation for 800

subscriber or access code call are those dealing with the specific methodology of determining

the specific costs to the payphone provider of originating those specific calls. These questions

include, for example, whether the Commission should use embedded or incremental costs and

what specific elements should be included in the cost calculation. As set forth below, the

Commission should use an incremental cost standard. In so doing, it need rely only on those

specific additional elements that are necessary to place 800 subscribers and access code calls.

Alternatively, the Commission could use the direct costs connected to the portion of the

payphones associated with these types of calls.

A. The Direct Costs of the Provision of 800 Subscriber
Calls Is a Small Fraction of Total Costs.

As PageNet's Petition For Limited Reconsideration in the underlying proceeding explains,

the costs of providing coinless 800 subscriber and access code calls are few. See Petition For

Limited Reconsideration at 11-12. The service offered by the payphone provider for an 800

subscriber or access code call is, at most, the limited case of a portion of the coinless

functionality in the payphone itself and, conceivably, a portion of the costs of the line between

the payphone and the originating central office or serving wire center.

All of the other telephone company related charges associated with 800 subscriber calls

are billed by local exchange carriers to the IXCs as part of originating and terminating access.

These charges are, of course, already built into the rates that 800 subscribers pay the IXCs for
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their 800 service. (There are, for example, no usage charges imposed by local exchange carriers

on payphone providers for the origination of 800 subscriber calls.) See PageNet Petition for

Limited Reconsideration at 10-11.

The vast percentage of the features and functions, as well as the maintenance and repairs

expenses associated with the provision of payphones are associated with the acceptance and

handling of coins. For example, payphones offering solely coinless capability are available for

between $150.00 and $225.00. See PageNet Petition For Limited Reconsideration at 14; AT&T

Reply Comments at 8. The depreciation and interest associated with a $225.00 coinless unit

would be $45.00/year, or $3.75/month assuming that all of the costs was paid for with debt,

using a lO-year straight line depreciation. (People's Telephone Company in the underlying

proceeding, sought $61.06/month, which would yield a cost to People's of over $6,300 per pay

station. Also see AT&T Reply Comments at 7.)

Payphone maintenance, repair and replacement is also directly associated with coin. "A

payphone operator must collect calls promptly from his instruments because if the coin box is

full, the coins will back up into the coin mechanism, causing it to jam." J. Brown at 11. Not

only can the payphone not generate additional coin revenue during this period, but they are more

likely to be the subject of vandalism. [d. This mandate to collect coins promptly tends to

increase the number of service calls to phones that may be working properly, with higher

associated costs. [d. at 13.

Uncollectibles are also a significant expense not associated with 800 subscriber calls.

One industry report indicated that non-coin uncollectibles are in the range of 5% of total
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revenues. Id. at 34. However, these non-coin uncollectibles only result from 800 non-

subscriber calls, as no money from the 800 subscriber or calling party is due to the payphone

providers, and thus can never fall within the non-collectible category.

These are just a few examples of the costs associated primarily (if not exclusively) with

coin calls. The record in this proceeding is "replete with evidence" that the costs of local coin

calls are different from the costs of 800 subscriber and access code calls and, in fact, contains

evidence that the costs of coin calls are higher. Illinois at 14. In any event, the burden is on

the PSPs to prove the costs associated with coinless calls. The documentation and information

necessary to support any claims with respect to costs is uniquely within their control. Because

PSPs have the information to support claims with respect to costs, they must prove those claims

to the Commission. 26

V. CONCLUSION

For the foregoing reasons, PageNet respectfully requests that the Commission adopt a

calling-party-pays method of compensation. In the alternative, PageNet respectfully requests that

26 See, e.g., Implementation ofthe Local Competition Provisions in the Telecommunications
Act of1996, CC Docket No. 96-98 (Aug. 8, 1996), at' 296 (burden is on the incumbent
LECs to prove claims of technical infeasibility to state commissions "because they have
the information to support such a claim").
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the Commission adopt a cost-based rate, using an incremental cost standard, to replace the rate

which has been vacated by the Court of Appeals.

Respectfully submitted,

August 26, 1997

## DCOl/STLEJf48083.41

By:
Judith S1. ger-Roty
Wendy I. Kirchick
Kelley Drye & Warren LLP
1200 Nineteenth Street, N. W., Suite 500
Washington, D.C. 20036
(202) 955-9600
Its Attorneys
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Introduction and Summary

The linchpin of the Commission's payphone orders is the requirement that interext=hange
caniers compensate payphonc service provitj~ ("PSPs") for each and every call originated on a.
payphonc. A.l1hough the Commission gave interc:xcbange came:s until Oewber 7, 1997. to
develop the ability to track calls originating on payph~ and pay per.call compensation, several
intcrexclw1gc camers and reselle:rs - including Teleo CoI:I1tnunications Group, 6~or
Ccmmunications, and MIDCOM Communications Inc, - have advised the ummission that they
a.l!cady have: that capability. Accordingly, tb~ are seeking waivers from the Commi.ssion b
order to pay per-call compensation ahead of schedule.

But some emTiers appeax to be dragging their feet. In particular, Me! and AT&T have
been advising the Commission that there are technological barriers to their development of
systems for, Uld participation in. per-call compec.s.a.tion. AT&T is requ:sti.Dg wholesale
modifications to local ex.changl: switches to alter the M1 ii coding digits they send, while ~C! is
requesting 1Re access to No systl:IlU - LIDB/OLNS and FLEX ANI - that provide detAiled
information about the originating line. At the Cornntission's S1J.i:gestion., a numbc:-r of LEes -­
including Southern New England Telephone Company, Amcritech. Bell Ati.a.:rtic C01"poratiOll,
BellSouth Corporation, GTE SeMce Corporation, NYNEX Corporation., Pacific BeU~

Southwestern Bell Tel~honcCompany.lWi US WEST (herein.aft::r the "LEe ANi DJalirion")
- have flttempted to develop an indilltry solution that would address the complaints ofAT&T
and Mel. But no fc:45ible solution has been identified. To the contrary, AT&Ts and Mel's
requests are incompatible with each other. contrary 1:0 the O:lmmission'!j orders and findings. and
unworkable and mefficiem in the extreme.

More fundameIItal1y, AT&:Ts and Me!'s c:omplaints are utterly withem foundation.
Contrary to AT&1"8 and Mel's assertions, there is simply no rcaAOn whauoever.why Am'
modifications to LEe S"QIitch.e! or provision of free accc.9S to F1.EX ANl or LIDB/OLNS is
r..c::cessary for per-all compensation to tUe p1a.cc. To the conttaIy, tile eanmu,sion's~
specifically contemplate that these changes are net n.eces..sa:y for pet--<:all cQmpensati.cn, and
many cam!r5 (like Telco) are ready to pay per-eall com'p=sation~. without tho~ chang~.

while others (in.':ludlng the LEes) will be ready !oon. Indeed, given thB.1 AT&T and Sprint 'have
had no di.fficu1ty paying per-<:all eompensatiO!l on acce53 code~ in me past. it i! diffu:ult tc
unrlersta.nd how AT&T and M C1 cml assert the ncl:d for extenSive c.hmges to LEe networks as a
pn:-requisitc to paying per-call COIDFeMation now.

It thus appears that AT&T and MO are simply stalling. Having pio~d scrvi~.s like
I-gaO-COllECT (Men and l·SOO-CALLAIT (AT&n to cxploi~ a free rid:: on the backs of
PSP! generally and LEe PSPs in particular, tbese two companie! now carTY & d.i.sp.roporri.onate

share of payphonc: ca1{j, They thus will lose the most~~ the industry shifts from flat-rate
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compensation to per-call c:ompctl..Sation. Consistent with their financial irrterests, mey noUi are
ancmpting to delay the shift to per-call compensation. But rather than simply seeking Ii waiver.
they are attempting to shift DOt merely tile rime 'fr!me but the blame as well. The LEes, they
claim. are nor providing them with the information or coding digits they need. But the LEes,
~onsistent with the Commission's orders. provide AT&T and Mel with all~ infonnation they
need to make pcr..call compensation pOS$ible.

FOl tbese reasons, the LEe ANI Co&ition submits this whitepap~ ~o explain 'Pby
AT&Ts and Mel's cla:i:ms are without foundation, PointIl~ and why their proposals are
economically infeasible, inequitable, unwise, and CQntral'y to the Commission's 0Tdr:rs, Points n·
ill. infra.

DiscunioD

L AT&T AND MCI DO NOT NEED ACCESS TO
ADDlnONAL INFORMATJON TO PAY PER.cALL
COMPENSATION

In th£ Commission's Report ~d Qrdr:r, the Commission JDaDdated thaI all calls
originaU!d on payphones be accompanied by autmnatic: num.ber identification ("ANI") coding
digits - often referred to as "ANI tin - of "'07" or "27," as specifically requcsteci by Mel and
SprinL J The Commission reaffi.tmed that requir~tin its Re;o!)SiderarloD Qr4sI.2 Thus, when
a call is tnnsfcn'Cd to an intJ:rexchange carrier. at least two pieces ofinfoItDAtion arc ptovicicd.
First, the interexc.h:mge cmrier receive' the ANI, which is~ bUliIlg number associated with the
onginating line. Second, if the call is a paypbone~ the intcrexchange earner receives M1 i.i
coding digits of "07" or ''27" as well.

Perhaps more impot"ta%1t, the Commission's payphone ordCI'5 also require LECs to provide
to intercxchsnge camers a li:n of all ANI! 1IS!0ciatcd with payphone lines.~ md Qrde-c at

57,1 112; see also &con Order at 53-54, ff 111-113. Thus, at regular intervals, interexchange
carriers :receive a c;ompl~ list ofthe billing numbers associated with parphone lines.

This is all the infonmtion mt£;fexchangc carriers need to provide timely per-call
ccrmpcnsation. 'The ANI ii coding numbers (""OT' and "21) have well-unda!tDod meamngs

--
'Report and Order, Impt~mmtAtion ortb; Pay Te~honeReclwjfigtion and

C01Tms:nytion Prorisigru ofxbc.Ielecommtmicatipns Actof~CC DcxUt 96-128 s:1 51,198
(~l. Sept. 20. 1996) C·each payphone should be required to generm 07 or 27 coding digits
within the ANI for the eWer to track calls} (,ep.mon and Ordex'j.

%Orde: on R.eccmsidmltion., Tmplemm!tion oith, Pay Tds;;bonc Rs;eJauific.mon md
C;sunpcmsarign Proyisicmu2fthe IS'tecgrpmunicarign, At::t of 1996, CC Docket ~128 at 46,
.., 94.99 (reI. No.... B. 1996) ,"Recant Order or Bce:ontidmtipn Qxdet').

I
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eStablished by the lndu..sny Numbering Cou.m:il ("INC'''). an mau.my group represen~ootil
local B!1d interexchange carriCTS. A "2T' transmined within the ANI indicates that the call
originated on a usnwt" line {one -u.itb coin supervision} used with so-called "dumb" payphoc.es
(hereinafter a Hcoin line"). A..nd a 0407" indi~tes iliat the c!ll originated on 8 r~sgjeled !in.e, such
as the "dumb" lines used with "smart"' payphones, inmate phones and eoinlcss phones
(hereinafter Ii ''COCOT" lineV Consequently, intere:<change carriers can U5C the "07"t'27O'

A.lI.Jl ii digit codes to identify and segregate calls that may have originated on payphones~

Having thus identified all potential payphcme calls asiJig me ANI'ij digits, the
interexchange camer - at the end of each billmg period - need only compm-e the ANls for these
calls on its billing rape to the LEC·provided list ofptzYJJMne ANh. For each compensable call
1hzt originates from a tel~hcme number that appears on th.c LEe-provided ANI list. the
inter~ch.ange carriC1 pays appropriate compensation to the PSP as50ciated with tha% ANt If a
call origiutes from a number that aces not appear gfl the LEe-provided ANI li!'t., it did not
originzte on 8 payphone line. Tbi3 is precisely the pro~dure that the 'Commission's payphonL:
ordas contemplate. lli~ and Order at 56, -; 110.

Nonetheless, MCl and Ar &T appear to have been advising the Commission to the
contrary. In particular, Mel and AT&T appeu to have argued that the ANI ii '"'"07" c::ode tb.:it
identifies restricted lines does not provide sufficient infOrmation. The ANI ii "07" code is wed
to identify all restricted lws requiring speeial operator bam:iling. including not just COCOT lines
(dumb lines for smart p8.yphancs) but also, for example, prison payphoncs and hospital. phones.
~ Lcru:r from E. Estey, Government Affirs Vice President. AT&T, to Rcgioa K=ncy. FCC,
May 23, 1997, at 3 n.4 C"ATstT Ex P~").

For fraud prevention purposes, it is true tha.! additional information abom the type of
origlIUiling line is sometimc! n:guired. Consequently. in a now-complete proceeding (Do,k.et
No. 91-35), the Commission established that aLiditional codes ccmespanding to narrower classes
of originating lines \liQuld sigcificant1y benefit 1hc ind~. roliW a,p,d Rules Concerning
Qllrntor Senric.; Access and Pay Telc:phQue Ccnnpmgrion. 11 FCC Red 17021. 17040, ~ 34.
n.79 (1996) COLS Order). But, in so doing, the Commission considered. mc1 explicitly
rejected. the possibility ofcrc:ating more ANI ~s by bard-coding~ ANI ii COdd into the
LEes' ~tch software. lit at 17036, 126. 1DJtead. the Commission cmie:red the LECs to dl:ploy

'Although the tenD "cocor' stands for "Cl.lS'tOJner O~d Coin Operated Te1ephooc,"
LEe PSPs and non-LEe PSPs alike usc COCOT lines. In fa.c:t. the t:end for LECs is to rt\Dvc
from coio lines toward COCOT lines. ~ pp. 12-13. !Dim.

"For this reaso~ PSPs ahoul.d be required to use 8. COCOT line rUhcr than a business line
~ COCOT lines are available. Fer one thini. it is simply not feasible for LEes to a!.Sot:iate
the "'01" code with 1m)' line ether than ~ r=striaed line. For a.o.cthc:r. bccansc LED cmwat ull
what type of eqWpment is attached to a line,~ canJlOI know that il line is being used to operate
a pllyphone unless a COCOT line or coin line is requested.

-3-
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oro: of!Wo sC%"ices designed to l"'ovidc additionaJ information. Reaffirming this requin:ment in
a section entitled "PaypbOU' Fraud," the Reconsideration Order required LEes YO make
paj'phone-specific information available to intcrexch.ange c:.miers. See Keego. Qrder at 33-35.
TJI 63-64_

The first oftha two~ approved Y1 the QLS Order. FLEX ANI, substitutes more
specific Codd for the traditional, bard-coded ANI ii ciigits. The Industry Numbering Council',
prcd~essor, the North American Numbering Plan Admjnistratar. d~d.tMsenew codes. fot
WW1ce, the "70" code ...-as defined as ide.nti:fying a line lWDCfated with 8 pay station that does
not usc coin control supervision (a COCOT line). and "29" was assigned to iI:m:latc payphones.
Thus, when FLEX ANI is in place and a call i.! made from a smart payphDne usic.g a dumb lliu:.,
the traditional ANI ii identif'lins a restricted line C··07") is replaced with the more specific FLEX
ANI "'lYl code (presuming thein~ge camer has conditioned its trunks to receive "the
FLEX ANI c:odes). FLEX ANI, however, requires signific.mt modifications to many LEe
IletWorkJ, at a cost ofmillions ofdollars, and may be entirely infusible for other LEes,
esptcially smaller ODeS. Accontmgly, the Commission specificslly allo\llfCd LEes to Teeovcr
their ,osts from those who use FLEX ANI. and dec:linc:d to r=quixe the use ofFLEX ANI as '- - ~

opposed to other, sometimes more ccst-effcttive, al~vcs. ~ OLS orner at 17035,' 23;~
at 17036, , 26.

Under the second method ofproviding mere detailed imormMion, the LECs provide
interexGbanse cani.e:n with access to their LIDB d2tabases. W'hen a call is placed from a
rcstri~ line (identified by the lOOT' ANI ii code), the interc:xchange camcr simJ)ly queries the
LIDB to determine, for example, whether the~ originated 011 an inmat& pbone, a hospital
phone, a hetel phone, or a smmt pa)1)ho~. To use !his service, often referred to as LlDB/OLNS,
int~xchangecamc:rs p3Y a tariffed rate. The rate, however', is c;oo.strained by the Commission's
pricing rules generally and the Commission's "new services" te!'t in particular,~ 47 C.F.R.
§61.49(g){2). Cuncat1y. mte'CXChanae carriers pay bctwun 1.0 and 1.8 ~t! per query. This is
signi:fic:antly less than the 4 Ccn%S per query c:itcd by the intemCchange c:arrie.rs in theirn ,artel.

It is unhappin~.-....ith the Co:nmisnon's OLS Order - and an evid.ct1t desire to delay the
shift !rem flat-ra!C: c:owpauwon to pcr-eall compensation required 'by the payp~ or~ ­
that appears to be D1eling AT&T's and Mel's current push before the Commission. Ironically,
Mel and AT-elk! appear to have di.mnctrically oppo.cd views of the mr;aning of the payphonc
ordas, and propose diff'ereut solutio.c.s to W nOD.~t pcr-cal1 C;ompc:n&atiOIl problem. MCI
proposes tlW interexebegc camcrs be givm free arce5.S to the UDB/OUlS 8nd FLEX ANI
fraud protcctian services. S« Letta' from Leonard S. Sawicki, Director, FCC Affaiu. Mel, to
W"llliam F. Caum, Sc:cmmy, FCC (Mar. 7. 1997) ("Mel Ex 1!at\e1. AT&T, inco~
ccn~ds that neither of those systems is appropriate. Inste.ad., it dea1ands that low ex,b&nge
ca:rrim; be required to modify lhei:r switchso~ to MrcI-cocic new. payphcne-.peci1ie ANI ii
cDde,. 50 lbat AT~Twill receive the additional ANI ii "'Ctes it wams. but not cnher industrY
staDd.ard. codes tlw it finds iru:cmveniem. ~AJAr Ex fine at 2.


